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FRENCH ECONOMIC INDICATORS -2- 


1977 1978 1975 3/ % Change From 
Previous Year 


IN BILLIONS OF DOLLARS UNLESS OTHERWISE INDICATED 


INCOME, PRODUCTION, EMPLOYMENT 
Gross Domestic Product 406.6 462.5 522.6 
GDP at Constant (1970) Prices 22355 230.9 239.1 
Per Capita GDP (dollars) 7660 8680 9780 
Per Capita GDP (1970 dollars) 4210 4330 4470 
Gross Capital Formation ex housing 63.8 Fihot 62.3 
Gross Capital Formation ex housing 
(1970 dollars) 35.0 36.2 38.0 
Disposable Income 302.8 343.4 386.6 
Per Capita Disposable Income 
(dollars) 5700 6450 7230 +12.1 
Industrial Prod. (1970=100) (11/78) 122 130 --- + 3.2(11/77-11/78) 
Labor Productivity (% Change) + 3:7 a ra, 3 + 4.0 + 4.0 
Average Industrial Wage (% Change) +12.8 + Spee _- ~ 
Labor Force (millions) 22.5 22.6 Pee + 0.4 
Unemployment Rate (12/78) 5.0 5.0 = 


MONEY AND PRICES 
Money Supply (10/78) 217.0 232.6 258.2 4/ +12.8 (10/77-10/78) 
Bond Interest Rate New Issues(11/78) 11.12 10.18 -- 

Wholesale Prices (1962=100) (12/78) 234.3 253.51 


+ 
Retail Prices (1970=100) (12/78) 189.4 207.8 + 


6.2 
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TRADE AND BALANCE OF PAYMENTS 

Exports FOB 

Imports FOB 

B/P current account balance bs 
Gold and Foreign Exchange Reserves5/ 22. 
US Share of Import Market (CIF) 6. 
US Share of French Exports (FOB) oy 
Book Value of US Investment 6. 


MAIN IMPORTS FROM US (1978-S$ Millions): Machinery Mechanical Appliances 1410, 
Electrical Machinery 523, Organic Chemicals 257, Aircraft 297, Optical, Medical and 


Precision Instruments 384, Cereals 263, Soybean Meal-Soybeans 350, Coking Coal 195, 
Inorganic Chemicals 523. 


FOOTNOTES : 

T/ The 1979 National Accounts figures are estimates for the full year. 

2/ See commentary on page 4. 

3/ Based on survey results which may exaggerate actual results. 

4/ Based on official objective of 11% increase in the money supply in 1979 

5/ Reserve components are revalued every six months by French government, therefore 
percentage comparisons with previous years are meaningless 


In order to assure comparability, franc figures for GNP, Investment and Money Supply 
for all years have been converted into dollars at 4.60F per dollar. Figures in the 
balance of payments sections have been converted from francs into dollars at the: 
rates prevailing during the period in question. 





SUMMARY 


The comprehensive stabilization plan which France has been 
pursuing since September 1976 is gradually beginning to 
have results. The franc has strengthened since its 

sharp depreciation in 1976, and the trade balance 
(f.0.b.-f.0.b.) moved into surplus in 1978, after 2 

years of substantial deficits. Private business 
investment should improve this year, causing a slight 
increase in the rate of economic growth which is 

estimated to be between 3.2 and 3.5 percent as 

compared to 3 percent in 1977 and 1978. 


Inflation and unemployment will continue to be major 
problems. The government declares that it intends to 
keep a firm clamp on the economy this year, permitting 

a limited increase in real purchasing power. Its 
intention to be a member of the European Monetary System 
is proof of its determination to reduce the rate of 
inflation and maintain a strong franc. In addition, 

the government is in the process of introducing major 
reforms to improve economic competitiveness, including 
several measures to stimulate new investment. 


1979 should be a relatively good one for U.S. 

business prospects in France. The gradual acceleration 
of growth combined with a lower level of inventories 
should lead to more rapidly rising French imports this 
year than last. The French government is particularly 
open to foreign investment in regions which have been 
recently hard-hit by the difficulties in the steel, 
shipbuilding and textile industries. 


END SUMMARY 





A. Current Economic Situation and Trends 


Somewhat More Optimistic Outlook for 1979. The outlook for the 
French economy is slightly more optimistic as the Barre 
stabilization program produces some of its intended results. 
Instituted in September 1976, the goals of this program were to 
stabilize the franc, equalize the balance of payments, and 
reduce the inflation rate in order to provide for a 

more rapid rate of growth in the future. Both the 

government and business executives hope that after 2 

years of mediocre growth around 3 percent, the conditions 

are ripe for a slight increase to a 3.5 percent rate 

this year. The government's official forecast is for 

3.7 percent, but private forecasters predict a rate of 

3.2 to 3.4 percent. 

Barre Stabilization Plan: Mixed Results. Through a combination 
of wage, fiscal and monetary measures, Prime Minister Barre's 
stabilization plan has aimed at curbing domestic demand to 
reduce the external deficit and inflationary pressures, and 
thereby strengthen the franc. On several counts, this 

program has been remarkably successful. Foreign trade posted 

a surplus of FF 2.5 billion in 1978 (f.0.b.-f.0.b.), after 
showing deficits of FF 22 billion in 1976 and FF 15 billion in 
1977. At the end of 1978 the franc had appreciated by 16 
percent against the dollar from its lowest point in 1976. 


However, the cost of severely limiting the increase in real 
purchasing power has been a rate of growth considerably below 
the post-war trend and a rising rate of unemployment. The 
3 percent growth rate during the past 2 years has been 

a sharp decrease from the post-war average rate of 5.5 
percent. The unemployment rate has risen, from 4.5 percent 
at the end of 1976 to 5.9 percent at the end of 1978. 

At the same time, while a number of distortions in the 
economy such as price controls and uneconomically low 
utility rates have been partially corrected, they have 

had the effect of increasing the price index which 
continued on the 9 to 10 percent trend of the past 3 years. 


New Orientation to Economic Policy. The nationwide legislative 
elections in March 1978 gave a clear mandate to the ruling 


Majority. Since the next national election is not until 1981, 
President Giscard d'Estaing and Prime Minister Barre are 
profiting from 2 years of relative political stability 

which give them the opportunity to continue implementing 

the programs which are often unpopular but necessary to 
strengthen the French economy. Prime Minister Barre has 
announced that he intends to keep a tight rein on the French 
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economy in 1979 by decreasing the budget deficit, reducing 
increases in wages and the money supply, and not permitting 
any increase in real purchasing power. France's intention 
to be a member of the European Monetary System shows that 

it seriously intends to reduce inflation and maintain a 
strong franc. In addition, since the elections the 
government has instituted several fundamental policy changes, 
intended to make France more competitive in the world 
economy. 


The government's new philosophy is that the French economy 
will be healthier if it is more decentralized with less 
government control and, in the same vein, less government 
aid. This policy has taken the following forms: The 

charges of the heavily subsidized public industries were 
sharply increased in 1978 in order to reflect more fully real 
economic costs and to reduce the government's budget deficit. 
Industrial prices, which had been subject to government 
controls since the war, were freed last year, and prices in 
the commercial and service sectors will be gradually freed in 
1979. In addition, the government has announced that it will 
no longer bail out inefficient firms. It emphasized its 
seriousness by not coming to the aid of the famous Boussac 
textile firm which then went bankrupt. Furthermore, in the 
case of the steel industry the government has shown that it is 
willing to accept massive lay-offs in order to make this 
industry more competitive. 


The government has also placed a renewed emphasis on increasing 
investment. During the past several years there has been 
virtually no real increase in private investment due in part to 
pre-election concern but also to the fact that retained 
business earnings had fallen and excess capacity has been 
widespread. The government's efforts to limit wage increases 
and to shift a higher portion of the social security tax burden 
to employees are aimed at directing a larger share of 

resources from consumption to investment. The stock market has 
been revitalized since last summer by a law which provides 
important tax incentives to small investors for buying shares 
of stocks over the next 5 years. The government has also 
created special measures to encourage investment in more 
depressed areas of the country, particularly those which are 
hard-hit by current difficulties in the steel, shipbuilding 

and textile industries. 


Prospects for 1979. After 2 years of the Barre Plan, the 
chances appear to be fairly good that the French economy may 
begin to show signs of improvement during the course of this 
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year, based primarily on a revival of private business 
investment. According to recent surveys, business executives 
have substantially increased their expected investment for 
1979. The economy should grow by about 3.2 percent to 

3.5 percent this year, which will not be enough to prevent 

an increase in unemployment, already at historically high 
levels. 


Export growth should remain strong due to the forecasts of 

a higher rate of growth for Germany and France's other major 
European trading partners. As growth accelerates and given 
the now relatively normal level of inventories in most 
sectors, imports should also grow and the small trade surplus 
could be converted into a deficit. However, if the trade 
deficit is fairly small, the current account (trade plus 
services minus foreign grants and worker remittances) 
should be in eguilibrium, due to the surplus for the service 
sector which increased sharply in 1978 to 20 billion francs. 
Thus, no significant depreciation of the franc in relation 
to the dollar would be expected. 


In addition to unemployment, the economy's main problem will 
continue to be the high rate of inflation. It will have to 
be reduced this year, or else the trade balance, franc 
stability and the recovery of investment will be in 

jeopardy. Prime Minister Barre intends to take a firm line on 
wage increases, but it will be hard to break inflationary 
expectations. At best, inflation could slow to 8 percent 

by the end of 1979. 


Great Diversity in Performance by Sector. Against the backdrop 


of a modest pick-up in economic activity there continues to be 
a wide diversity in performance among various sectors. The 
government's new industrial policy which requires most 
industries to prove their strengths against more liberal 
domestic and international competition has thrown a stronger 
light on the achievements of particular sectors. While 
exemplary success is enjoyed by the aeronautic and automobile 
industries, the reduction in government subsidies has 
unmasked serious structural problems in industries such as 
textiles, steel and shipbuilding. In other sectors 
disappointment with the level of growth persists (despite 
improvements) as annual growth continues to lag behind 
historic rates. 


The French aeronautics industry is a strong performer with an 
expected sales volume increase of 8 percent in 1979 (largely 
due to export growth) following an increase of over 5 percent 
in 1978. The automobile industry has been another bright 
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spot over the past several years and 4 percent real growth 

in sales is expected in 1979. Despite rigorous competition, 
French automobiles are controlling more of the domestic market, 
and exports are expanding steadily. 


The electrical machinery industry anticipates an improved 
production performance in 1979 (4 percent volume increase 
versus 1.5 percent in 1978), but its growth continues to 
fall short of the 10 percent increases experienced in the 
early 1970's. The transportation sector is also 
disappointed with the prospect of continued growth at about 
the 1978 level of 4 percent -- historic rates were about 

7 percent. Production for the chemicals industry should 
increase to 3.5 percent, which is insufficient to relieve 
their excess capacity problems. Prospects vary greatly 
within the industry with more highly finished products 

such as paint, film, perfume and fertilizer anticipating 
better success than the still depressed heavy chemicals 
sector. Production growth in the paper and distribution 
sectors is expected to continue at modest 1978 levels, while 
the machine tools industry hopes for mild growth after a 
stagnant performance in 1978. 


After a very poor, no-growth performance in 1978 the 
textile industry looks to modest improvement in 1979. 

The EC Multifiber arrangement is relieving 

the impact of low cost imports on the domestic 

market, and France is looking to strengthened export 
markets, especially among its EC partners. Output in the 
steel industry should remain fairly stagnant as that 
industry undertakes its major structural reform program in 
1979. Continued decline is anticipated for the construction 
and public works industries. The major recession in the 
shipbuilding industry will continue following a 20 percent 
decline in activity last year. 


Only slight growth is predicted for agriculture in 1979 
after a strong 5 percent growth record in 1978. 


Trade Policy. The Barre government, while basically committed 
to a liberal world trading system, has also called for 
“orderly trade growth," particularly in LDC exports of 
manufactures. In the face of depressed industrial sectors 
suffering from severe import competition (textiles, steel, 

and shipbuilding), the French government has taken counter- 
measures, generally in concert with the European Economic 
Community. On the other hand, the overall economic strategy 
of the Barre government involves an increasingly competitive 
economy and solid growth for both imports and exports. 
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Investment Climate. The present French government is 
fairly open to foreign investment, particularly 
investment in depressed or less developed geographical 
areas where job creation is desired. Investment 
incentives are even available in such cases. 
Investment is closely watched in a few "strategic" 
sectors where the government is trying to foster an 
indigenous French capability. 


B. Implications for the United States 


Potential U.S. Exports. U.S. exports to France for 


January through October 1978 were 19 percent higher 
(in current dollars) than exports for the same 

period in 1977. A similar high rate of growth in 1979 
is anticipated. 


The financial position of many French firms substantially 
improved during 1978. While many firms will use the 
increased flexibility to reduce outstanding debt, 
additional investment is also planned. Excess 
capacity in many industries means that investment 

will continue to be heavily weighted to expenditures 
which improve productivity rather than those which 
expand capacity. Increased investment activity of 
this nature should provide a good market for high 
technology investment goods where the U.S. has 
concentrated its export efforts in the past. American 
exporters should also look to sales of intermediate 
goods, parts and accessories to high growth French 
industries such as automobiles and aeronautics. The 
following product categories are representative of 
areas where U.S. exports should do especially well. 


--Computers and Peripheral Equipment. In 1977 French 
imports of computers were over $900 million; 

the U.S. share was 41 percent. Installation of 
computers is expected to increase at an annual rate 
of 25 percent in number and about 15 percent in value 
over the next 5 years. 


--Electronic Components. A recent market survey 


focusing on electronic components predicted that the 
French market would increase at an 8 percent annual 
rate between 1977 and 1981. The 1977 imports of 
components were about $450 million. The United States 
was the major foreign supplier with 36 percent of 
imports. Although the French government is trying 

to develop French capabilities in advanced components, 
U.S. firms should continue to find a strong market for 
products based on new developments. 





--Business Equipment. The French market for business 
equipment was almost $600 million in 1977 and is 

expected to be double that figure by 1982. French 

domestic production continues to supply only about 20 percent 
of the market. French imports from the U.S. were 

$74 million in 1977 but direct imports do not reflect 

U.S. leadership in the market as many U.S. firms supply 

the market from European subsidiaries. 


--Process Control Instruments. The French market for 
process controls approached $500 million in 1977 and 


annual growth is expected to be about 10 percent for the 
next 5 years. Imports were $77 million in 1977 with the 
United States controlling 23 percent of the market. U.S. 
sales are predominantly highly sophisticated products, 
and export prospects should improve as demand shifts 

to high technology electric and electronic instruments. 


In addition to the above products, the Embassy recently 
identified other strong export prospects, including 
health care equipment, laboratory instrumentation, 
automobile accessories and equipment, agricultural and 
garden machinery and equipment, electronic industry 
production and test equipment and aviation and avionics 
equipment. This list does not exhaust the good 


possibilities for U.S. exports to France. 


*% U.S. GOVERNMENT PRINTING OFFICE 
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